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FINNISH KEY ECONOMIC INDICATORS 


All values in millions of U.S. dollars Sources: Central Statistical Office, 

and represent period averages unless Ministry of Finance, Bank of Finland, 

otherwise indicated. Board of Customs and Confederation of 
Finnish Industries. 





Exchange rates: U.S. $1.00 = FIM 4.117, 
average selling rate for 1978. U.S. $1.00 = 
FIM 3.9, estimated average selling rates for 


1979 and 1980. 1978 1979 * Change” 1980 


(Projected) (Estimate) 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 33,876 41,120 15 46,770 
GDP at Constant 1975 Prices 25,249 28,520 7 29,660 
Per Capita GDP (current prices) 7,129 8,630 15 
Plant & Equipment Investment 

(current prices) 1,759 2,210 2,690 
Personal Income (Disposable 

Income of Private Households) 

(current prices) 19.735 23,540 25,890 
Indices: 

Industrial Production (1970=100) 130 140 147 

Avg. Industrial Wage (hourly 

for male) 4. 4.85 5.45 

Labor Force (000's) 2,253 2,266 y 2 279 
Avg. Unemployment Rate (%) Ts 6.2 5.0 


MONEY AND PRICES 
Money Supply, M2 14,739 
Interest Rates (Bank of Finland) Tis 
Indices: 

Wholesale Price (1949=100) 

Consumer Price (1977=100) 

Retail Sales (1972=100) 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves 

(Bank of Finland) 925 L:,075 
External Public Debt 1,787 2270 2,690 
Annual Debt Service . 

(Public and Private) 18. 13-14 14-15 
Balance of Payments3) 1,162 - 50 =~ 350 
Balance of Trade 701 - 90 - 880 
Exports, FOB 8,552 11,190 24 14,000 

U.S. Share 3.0 4.6 O57 4.8 
Imports, CIF 7,851 11,280 36 Ly ,690 

U.S. Share 330 Dok Oe Bok 


Main Imports from US in January-September 1979 (in millions): Office machinery 
(mainly ADP equipment), parts & accessories $45.79; organic chemicals $17.71; 
scientific, medical and optical Seer ate aas: motor vehicles chassis, 


parts & supplies $14.63; plastic materials tobacco, unmanufacture 
$14.45; oilseeds $14.11; metalliferous ores & scrap $13.85; wheat $13.85; photo- 
graphic & cinematographic apparatus and supplies $12.91; transistors, picture 
tubes, diodes, etc. $12.41; textile yarn, fabrics, etc. $12.03; fruit, fresh, 
dried & preserved $9.40; aircraft $&.97; inorganic chemicals $8.74. 


1) percentage changes are based on FIM values. 2) discount rate of the Bank of 
Finland was raised to 8.50 percent on November 1. 3) basic balance. 





SUMMARY 


The current news about the Finnish economy is good. In 1979 Finland will 
show the most respectable economic statistics of the OECD countries. Pro- 
duction growth has been strong, inflation contained, unemployment down, the 
trade and current accounts in fine shape, and the currency strengthening. 
Finland is obviously out of cycle with the economies of other Western indus- 
trial countries. 


GDP growth in 1979 will be greater than the most optimistic forecast of a 
year ago. The Ministry of Finance expects GDP to increase 7% in 1979. This 
reflects a substantial recovery from Finland's recession of the past two 
years. Leading indicators suggest that the trend will continue, at least 
through the first half of 1980. GDP growth of 4% is forecast for 1980. 


Exports spawned the current boom and have continued strong through 1979. 
Foreign sales grew 10% in volume during the first ten months of 1979 over the 
same period in 1978. Although there is no sign of any slackening of export 
demand, the general economic slowdown elsewhere in Europe and North America 

is expected to be felt in Finland toward mid-1980. Import growth has already 
outstripped that of exports, and last year's substantial trade account surplus 
has turned into this year's small deficit. As consumption and investment de- 
mand continues to grow, so will imports. Finland will likely see a sizeable 
trade deficit in 1980. 


A number of factors are working to hold the increase in Finland's CPI in 1979 
to a relatively low 7.5%. Labor productivity has grown significantly. Labor 
and business groups have cooperated to keep wages and prices down, and consump- 
tion and investment demand has perked up relatively late in the upturn. Consu- 


mer prices are forecast to rise another 7.5% in 1980. A number of variables, 
both internal and external, could quickly change that rosy prediction. 


As the economy has gathered steam, industry has utilized more and more of 
available resources and capacity utilization has grown to 85%. Finland's 
important forest industry is currently working at top capacity. Unemployment 
has also steadily declined, to 5.6% in October 1979, and is forecast to 
average about 5% in 1980. 


There is some concern over both the present high level of economic activity 
and near term prospects. Government economists fear the economy is overheat- 
ing and that inflation will become harder to contain. This was an important 
motivation behind the revaluation of the Finnmark in September and the simul- 
taneous increase of interest rates. They also speculate that the economy is 
peaking and that by the end of 1980 Finland may begin to experience the same 
slowdown now occurring in many other countries. 


The steady improvement in Finnish industrial production and investment acti- 
vity will sustain lively buyer interest in a broad range of U.S. products. 
This interest is further strengthened by the current U.S. dollar to Finnmark 
exchange rate which is favorable to Finnish buyers. Sales prospects are 
bright for U.S. business machines, parts and accessories, electronic compo- 
nents and subassemblies, OEM supplies plus a growing range of consumer goods 
and textiles. 





THE FINNISH ECONOMY 


Since World War II. Finland has sustained a high rate of growth and developed 
one of the world's higher standards of living. -It has a Western market style 
economy. Snug between Sweden and Norway on the west and the Soviet Union on 
the east, Finland has found it easy and even profitable to develop economic 
ties with both East and West. Finland's trade flows in both directions, and 
Finland has negotiated trade agreements with EFTA, the EC, the USSR, China, 
and CEMA. The USSR is Finland's single most important trade partner. 


These trade patterns have been extremely important for Finland's economy 

since Finland does not have a broad array of natural resources. Its vast 
forests, covering 65% of its land area, provide over 40% of its exports and 
account for 17% of the paper and paperboard, 8% of the newsprint, and nearly 7% 
of the plywood traded in the world. Finland uses the receipts from its 
forests, metalworking, and shipbuilding industries to pay for imports of 
Russian oil, Polish coal, and Western industrial and consumer goods. About 
one-fourth of the country's demand and supply balance is derived from foreign 
trade. 


ECONOMIC TRENDS 
Production - Rapid Economic Growth in 1979 





Growth in the production of Finnish goods and services reached near boom propor- 
tions in 1979. Export demand was the major stimulus, but consumption and 
investment were also important demand factors as 1979 wore on. 


Between 1975 and 1977, total Finnish output increased only 1.5%. In 
1978, GDP rose by 1.7%, and during the first six months of 1979 it 
was over 6% greater than during that period one year earlier. If 
anything, the pace during the last half of 1979 has stepped up a bit. 
The Ministry of Finance is projecting 7% GDP growth in 1979. Growth 
could easily be closer to 7.5%. 


Industry is the vector for this growth. Industrial output was 9% more in 
the first nine months of 1979 than it was from January to September 1978. 
Throughout 1979 order books have been so full that during the summer a number 
of plants did not make their traditional summer shutdowns. Capacity utiliza- 
tion has grown, inventories of Finnish products have dropped, and bottlenecks 
have appeared in a number of areas. Production capacity utilization is ex- 
pected to average 85% in 1979, almost ten points more than in 1978. 


Thanks to continued strong export demands, the forest industry, in particular, 
is operating at near full capacity. The industry's production index during 
the first half of 1979 increased 17%; in all of 1978 it grew only 10%. Inven- 
tories in the forest industry are down, profits up. 


The economy's current momentum will assure that the 1979 boom will continue 
into 1980. However, the Finns cannot bask alone in the sun for long. The 
economic slowdown setting in on most of the industrialized West is expected 





to dampen industrial growth in Finland as the upcoming year progresses. 
The Ministry of Finance estimates 4% GDP growth for 1980, with most of it 
coming in the first half. 


Consumption and Investment Revive 


Although strong export demand, particularly for wood products, was responsible 
for getting the recovery of the past two years rolling, consumption and invest- 
ment demand is now fueling the boom. This trend should continue through 1980. 


Private consumption in Finland grew about 1% per year between 1974 and 1978 
and during the recession of 1976-1978 growth nearly ceased. By the end of 
1978, however, some of the inflowing export earnings began to have their 
effect on earnings, and consumption expenditures began to pick up momentum. 
Durable and semi-durable sales have grown sharply in 1979. Automobile sales 
in the first half of 1979, for example, were 25% higher than in the first 
half of 1978. The Ministry of Finance estimates that private consumption 
expenditures in 1979 will be 4.5% more than in 1978. It also expects the 
trend to continue, and projects a 4% growth in 1980. 


Investment also has responded to the brisk production pace. After three years 
of declining investment activity with the average decline equaling 8% per year, 
fixed investment is projected to increase 4.5% in 1979 and 6% in 1980. In the 
forest industry, where demand remains strong, investment will be heavy both 

in 1979 and 1980. 


A major part of industrial investment consists of upgrading and maintenance 
expenditures which are essential for keeping production capacity modern. 
Industrial building construction is also clearly rising. Twice as many pro- 
jects were begun during the second quarter of 1979 as were commenced one year 
earlier. In some areas of Finland shortages of construction materials have 
been encountered. Skilled workers are in demand everywhere. 


Foreign Trade Equilibrium in 1979 


During 1979, export growth has continued strong, but has been more than matched 
by the sharper growth of imports. Finland's large trade surplus of 1978 will 
dwindle to zero by the end of 1979 as market conditions both at home and 

abroad weaken. 


Since 1975, exports have been the mainstay of growth in Finland's economy. In 
1976 the volume of exports of goods and services increased by 14%; in 1977, 

by 9%; and in 1978, by 9% again. During the first nine months of 1979, Finland 
exported nearly $8 billion worth of goods and services, over 10% (in volume) 
more than during the first nine months of 1978. 


Major sources of the export growth are: the increased demand abroad for forest 
industry products; intensified marketing efforts; and improved competitiveness 
of Finnish producers resulting from, among other things, two devaluations of 
the Finnish Mark. (The 1977 and 1978 devaluations brought the value of the 
Mark down about 17% in terms of the foreign exchange index and industrial com- 
petitiveness may have improved roughly one-fifth from its 1976 level.) 





The value of Finnish exports during the first nine months of 1979 rose by 
about one-third to both EC and EFTA countries, by one-fourth to developing 
countries and 5% to OPEC countries. Finnish deliveries to the Soviet Union, 
however, declined 6%. Finland's principal customers in the January-September 
1979 period were Sweden (15.1% of total exports), USSR (13.6%), the UK (13.5%), 
West Germany (11.1%), Norway (5.2%), and the United States (4.6%). 


Imports picked up quickly as consumer and investment demands gathered momentum. 
During the first nine months of 1979, imports grew by a third in value and a 
fifth in volume over January-September 1978. Crude oil imports rose sharply, 
and some estimate that Finland's oil bill in 1979 will be over $2 billion, an 
increase of roughly 60% over 1978. Raw materials and capital goods imports 
also have increased significantly. January-September consumer goods imports 
grew 21% in value over 1978, clothing and textiles increasing 40%, passenger 
cars, 39%. 


Between January and September, the value of Finnish imports grew from all major 
trading blocks: OPEC, 95%; CEMA, 33%; the EC, 32%; and developing countries, 
30%. Finland's major suppliers were the Soviet Union (accounting for 19.5% of 
total imports), Sweden (14.5%), West Germany (13.4%), the UK (9.1%), and the 
United States (5.17%). 


As import growth outstripped that of exports, last year's $700 million trade 
surplus dwindled to only $26 million by the end of September. An important 
reason for the decline was Finland's relatively large $475 million deficit with 
the Soviet Union, resulting primarily from higher priced Russian oil. 


The trade balance will continue in the red over the next year. Revived consump- 
tion and investment demand in 1980 will sustain the current high level of imports. 


Export demand, meanwhile, is expected to weaken as West European and North 
American economies slow down. Finns also believe that the highly competitive 
North American wood processing industry will try to reconquer foreign markets 
lost in 1978-79 and that the price of a number of wood products may decline 
next year. 1980 is also the last year of the current Finnish-Soviet Five-Year 
Trade Agreement, and Finnish metal industry deliveries to the Soviet Union will 
remain relatively slow throughout the year. 


Total exports from Finland will likely rise by about 25% in value and 9% in 
volume in 1979. In 1980, they are projected to increase 11% in value and only 
3% in volume. Imports will increase about 32% in value and 15% in volume in 
1979; in 1980, 20% and 8% respectively. The trade balance will be about even 
or slightly on the deficit side in 1979, and, as estimated by the Ministry of 
Finance, will be in the red about $880 million in 1980. The current account 
however will continue to show a surplus, about $200 million in 1979. A deficit 
of about $650 million is estimated for the current account in 1980. 


Long-term capital imports in recent years have been rather extensive. In 1979 

fewer foreigncredits have been taken than previously, despite the Government's 

lively activity on the international capital market. Finland's gross long-term 
foreign debt at the end of June was FIM 35.1 billion (about U.S. $9.2 billion), 
slightly less than at the turn of the year. 
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The current account surplus and foreign borrowing have strengthened the country's 
currency reserves significantly. At the end of July the Bank of Finland's net 
foreign receivables totaled FIM 7.3 billion, 3.3 billion more than at the turn 

of the year. The strengthening has created a more liquid money market in 1979, 
and has aided the revival of production and investment activity. 


Prices - Relative Stability 


While most countries in the OECD are suffering from double-digit inflation, price 
increases in Finland remain relatively modest. Consumer prices will rise about 
7.5% in 1979; wholesale prices about 8%. The same increases are expected for 1980. 
Higher import prices account for about half of the price increases of the past 12 
months. Finland's oil bill, as noted above, will be about 60% higher in 1979 

than it was in 1978. 


Several things are responsible for this respectable containment of domestic price 
pressures. A healthy increase in worker productivity (about 6%), a voluntary 
agreement to moderate price increases on the part of the central wholesale and 
retail organizations, and the national incomes settlement of February 1979 which 
raised wages and salaries only 2.25% (on top of a 1% increase agreed upon earlier) 
all held down price pressures from the supply side. Additionally, the slow re- 
vival of domestic demand was an important factor. 


The Labor Market - Unemployment Drops 


A moderate rise in labor costs is one important reason for the modest increase in 
prices. While nominal earnings will grow about 10% in 1979, labor costs will in- 
crease 12%. A sharp growth in labor productivity will hold unit labor costs to 

an increase of only 7%. Worker real earnings will average about 3% higher than 

in 1978, and family disposable income is expected to be about 5% more. An improve- 
ment in the unemployment rate as well as changes in taxation and transfer payments 
account for the difference between worker income and family income increases. New 
wage negotiatons are scheduled to begin in the first quarter of 1980. Although 
there are no strident appeals for large wage increases, labor is expected to de- 
mand pay scales that will guarantee an increase in disposable income at least 
equal to that achieved in 1979. 


While 1978 was probably the worst in Finland's six decades of independence in 
terms of unemployment, 1979's heavy production levels and moderate wage demands 
made for a marked improvement in the unemployment rate. In October 1979 the 
number of unemployed actively seeking work was 126,000, 42,000 less than a year 
earlier, and the unemployment rate was 5.6%. The average rate of unemployment 
during the first ten months of 1979 was 6.4%. This compares to an average rate 
of 7.5% in 1978. Throughout 1979 shortages of skilled workers have been en- 
countered in various trades. 


The Ministry of Finance expects unemployment to continue dropping in 1980. Based 
on its assumption of a 4% growth in GDP, it projects unemployment to fall to 5% 

during the year. This would be slightly short of the 3% unemployment rate which 
Ministry of Finance economists define to be full employment. 


Government Policy - Minor Developments but Little Change in Thrust 


Trade and Foreign Exchange Policy 
Although Finland was among the first signatories to the MIN Agreement largely 
completed in April 1979, the new tariff reductions are not of great significance 
to Finland since it has been lowering tariffs for the past two decades. Imported 
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industrial products from EFTA, the EC, the Soviet Union, and other CEMA countries 
will be duty-free by 1984. Finland has also granted preferential tariff treat- 
ment to all developing countries and will grant preferential treatment to about 
50% of its imports from China as of January 1, 1980. Finland thus levies duties 
on only about one-sixth of its purchases abroad$; certain imports from the United 
States, Japan, and Canada are within this groupe The Tokyo Round will also have 
limited impact on Finland because Finland succeeded in exempting products from 
its most vulnerable industries from duty reductions. 


A new Finnish-Soviet Five-Year Trade Agreement (1981-1985) was signed in Moscow 

in September 1979. The value of the goods to be traded under the agreement is esti- 
mated at FIM 84 billion (about $21 billion). The agreement provided few sur- 

prises. As in earlier agreements, Finland will sell the Russians mostly 

metal industry products, ships making up half of these. On the import side, 

the most significant feature will be a gradual increase in Finland's crude oil 

import quota from the present 7 million to 7.5-8 million tons annually. Obviously 
this is important to the Finns since its assures them an adequate energy supply. 


On September 21, 1979, Finland revalued its ‘currency,for the tirst time in its history. 
Prompted by fears of an overheating economy and hopes to slow inflation resulting ~ 
from higher import prices and heavy export demand, Finland raised the value of 

the Finnmark by nearly 2%. Actually, the value of the Finnmark had already 
strengthened 1% as the central bank allowed it to rise the full extent legally 
allowable without a formal revaluation. At the same time the Government re- 

valued the Finnmark, it expanded the fluctuation range around the currency index 
from the previous 4.5% to 6%. The upper and lower limits of the index are now 
121.0’ points and 114.0 points, and the new median of the range is 117.5 points 

from which the value of the Finnmark is permitted to move 3% in either direction. 
The widening of this range provides the central bank more flexibility to handle 
currency fluctuations. 


Monetary and Fiscal Policy 


Combatting price/cost pressures and safeguarding Finnish industry's external com- 
petitiveness are presently the major concerns in near term economic policy. 
Government economists believe that unless progress is made in’ these two areas, 
the Government will not be in a position to pursue sufficiently expansionary 
fiscal and monetary policies on the down side of the business cycle which they 
predict for late 1980 and 1981. Responding to the current economic upswing, 
automatic stabilizers are already exerting some restraint on aggregate demand. 
With unemployment still relatively high, however, the Government has been 
cautious not to apply the brakes too firmly. 


Even though opinions still differ inside and outside Government on the danger 

of overheating, the Government presented a multi-point anti-inflation program 

on October 24, 1979. The plans call for developing tighter price controls while pro- 
moting price competition. The Government will also attempt to modernize existing 
legislation on cartels and competition. To control bank liquidity it will borrow 
largely on the domestic money market in the first half of 1980 (a point which is 
obviously unpopular with commerce and industry). The Government will encourage 
municipalities to limit increases in fees and collections and to retime invest- 
ments so as to coincide with its counter-cyclical policy. Similarly, the Govern- 
ment will encourage industry to delay investments. To accomplish this the 
Government will allow industry to create special investment reserves that will 

be tax deductible at both the State and municipal level. 
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Bank liquidity, which increased rapidly earlier in the year, is currently being 
dampened by increased Bank of Finland control over commercial bank deposits and 
a pick up in investment capital demand. These developments, together with a 
decline in Finland's foreign exchange reserves following the revaluation, are 
expected to gradually strain the domestic monetary markets. As a partial off- 
set to these contractive developments, interest rates were increased by 1.25 
percentage points as of November 1 to encourage domestic savings and thus im- 
prove the money supply toward year end. 


By June 1979, Finland's net foreign indebtedness had declined over 7% from the 
previous year. The Bank of Finland estimates that the ratio of net foreign 
debt to GDP will be about 15.5% in 1979 as compared to 18% in 1978 and 21% 

in 1977. The ratio of long-term debt servicing expenditures to current account 
receipts (the debt service ratio) will probably decrease from 18.1% in 1978 to 
13-14% in 1979. 


Implications for the United States 


U.S. exports to Finland increased at a substantial rate throughout the first 
nine months of 1979 and are expected to continue strong well into 1980. 

Based on Finnish statistics, imports from the United States were valued at 

FIM 1565 million CIF ($401 million) which represents a 33% increase over the 
like period last year. Continuing the general pattern of recent years, indus- 
trial imports from the U.S. were largely ADP equipment and office machinery 
and accessories ($45.8 million); organic chemicals ($17.7 million); scientific, 
medical and optical instruments ($16.0 million); motor vehicles, parts and com- 
ponents ($14.6 million); plastic materials ($14.5 million); photographic and 
cinematographic apparatus and supplies ($12.9 million); electronic parts, com- 
ponents and subassemblies ($12.4 million). Finnish exports to the United 
States showed a healthy 40% increase over the January-September period in 1978 
and were valued at FIM 1428 F.0.B. ($366.7 million). Finnish sales consisted 
largely of fine printing papers and newsprint, sheet steel, zinc, cobalt, 
machinery and equipment, cheese, furs and textile products. 


The economic recovery which commenced in late 1978 strengthened throughout the 
first three quarters of 1979. In the early phase of recovery export demand 
contributed the driving force for expansion. Currently increasing levels of 
investment are adding strength to the economic upswing. Investment outlays 

for plant and equipment are projected to be up by 15-18% for the year. Pro- 
jections for 1980 indicate industrial investment will be in the 10-12% range. 
Most investment currently underway will be directed to upgrading and modernizing 
existing facilities, with new plant and diversification projects less significant. 
This picture, however, is likely to change rapidly in view of the impact of 
successful intensive product development and international sales efforts 
particularly in several segments of the metalworking, electro/electronic and 
forest products industries. 


The high level of production, growth in investments and a favorable exchange 
rate between the U.S. dollar and the Finnish mark support a positive outlook 
for U.S. sales to Finland. The total abandonment of the cash payments require- 
ments of the Bank of Finland and the availability of domestic financing to 
Finnish purchasers further strengthen sales opportunities. 
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The high level of production, growth in investments and a favorable exchange 
rate between the U.S. dollar and the Finnish mark support an optimistic out- 
look for U.S. sales. In addition, the easier availability of domestic credit 
also enhar:ces increased foreign purchases. Among products with the best sales 
prospects in the year ahead are production process control equipment and instru- 
mentation, office equipment/computers and peripherals, electronic industry pro- 
duciton and test equipment and electronic components. 


In addition, the sharp increase in orders for Finnish pulp and paper machinery 
should step up sales of thermomechanical and other pulp grinding and processing 
assemblies as well as anti-pollution devices and instrumentation, water treat- 
ment systems and OEM supplies in general. Growing interest has also been ob- 
served in machine tools, metalworking and finishing equipment and food process- 
ing and packaging equipment. 


Over the last year, the U.S. Embassy in Helsinki has cooperated with local 
dealers with U.S. product lines to mount product demonstrations and sales 
seminars. U.S. firms contemplating entering the Finnish market as well as 
those with established representation are encouraged to contact the Commercial 
unit of the Embassy and explore possibilities for a cooperative effort. Local 
Finnish trade exhibitions are also excellent means to introduce products to the 
Finnish market. Information on these events may be obtained from the Germany/ 
Nordic Branch, Office of International Marketing, Room 1015C, Denartment 
of Commerce, Washington, D.C. 20230 or directly from the Finnish 
Fair Corporation, Helsinki International Fair Center, P.O. Box 24, 
SF00521 Helsinki 52 Finland. 
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